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The Rehabilitation of the Franc 


By jacques Rueff 


T the time that General de Gaulle formed his government, 
Ae the beginning of June, 1958, France was in a singular 
economic situation. Since 1953 she had been carried along 
by a wave of expansion which had increased domestic pro- 
duction at an average rate of more than 5 per cent. per annum. 
But this economic prosperity was accompanied by a marked 
inflation which found its reflection, between 1956 and June, 
1958, in a rise in the price level of the order of 20 per cent. As is 
always the case, the inflation had led to a deficit in the balance 
of payments and the progressive exhaustion of exchange 
reserves. Between December, 1955, and December, 1958, the 
reserves were reduced from Fcs. 695 to Fes. 380 milliards. By 
the Ist June, 1958, they had fallen as low as Fes. 71 milliards, 
as much as Fes. 43-5 milliards having been lost during the 
single month of May. 

If the loss of exchange had continued at the same rate, the 
means of effecting external payments would have been com- 
pletely exhausted before the middle of July. France would have 
been compelled, whether she desired it or not, to restrict im- 
ports, to reduce the activity of industries using imported raw 
materials, to accept the unemployment and the social unrest 
which such measures would have brought in their train. 

On the Ist June, 1958, the game was up. However popular 
the expansion had been, no government, whatever its aspira- 
tions or its political complexion, could any longer escape from 
the necessity of changing the policies which had made the 
expansion possible. A thorough-going reform of the public 
finances was indispensable. 

And yet at the very moment when, for lack of foreign 
exchange, the pace of economic development was bound to be 
curbed, the nation became aware of the exceptional oppor- 
tunities within its grasp. 

A profound demographic revolution would make it, in the 
course of a few years, into a young nation, ardent, eager for the 
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future. At the same time the discoveries of oil in the Sahara 
opened up the prospect of new sources of fuel capable of making 
up for all the deficiencies of the French economy. The prospects 
of increasing trade within the Common Market and with the 
overseas territories were immense. Similarly, in domestic trade, 
the needs of modernization and equipment, the requirements 
for new construction, were alone capable of absorbing, for 
many years, a considerable increase in production. 

In short, at the very moment when an abrupt check to the 
policy of expansion was threatened, Frenchmen had the feeling 
that it only depended upon themselves to seize the exceptional 
opportunities that would enable them to take a decisive step 
along the road of economic development and of social progress. 

* * * 

The formation of the de Gaulle government, at the begin- 

ning of June, 1958, produced a marked change in the atmos- 

here. The return of M. Pinay to the Ministry of Finance had 
its usual psychological effect and helped to transform a massive 
outflow of capital into a small flow of repatriations, consisting 
mainly of short-term capital recently exported. The new 
Minister of Finance undertook certain fiscal measures. He 
imposed about Fcs. 100 milliards of new taxes and, renewing 
the policy with which he had been successful in 1952, issued a 
gold loan, offering substantial tax exemptions, with its real value 
guaranteed by “indexing” on somewhat more favourable terms 
than those of the loan of 1952. 

The issue of the loan brought in about Fcs. 300 milliards 
of new money, Fes. 60 milliards of it in foreign exchange or gold. 
This helped to ease the position of the Treasury. But it was 
evident that the problem had not been fully solved and that the 
slightest adverse psychological change would provoke fresh 
exports of capital and a fresh exchange crisis. 

Having this danger very much in mind, I had sent to 
M. Pinay, on the 10th June, 1958, a memorandum entitled 
**Elements in a Programme of Economic and Financial Recon- 
struction’’. In this I stated that: “the idea that France, alone 
in the world, should be characterized by a kind of congenital 
inability to earn her daily bread by her own labours is simply 
absurd. It is sufficient to state the problem to realize that the 
crisis in the balance of payments arises neither from the nature 
of things, nor from the behaviour of the people, but from a 
particular feature of the conduct of French finances: namely, 
inflation. . . . To restore the equilibrium in the French balance 
of payments, only one effective measure exists: to suppress the 
inflation.” 











It was in this situation that, after various discussions, 
the Minister of Finance set up, on 29th September, 1958, a 
Committee of experts whose task was to draw up, under my 
chairmanship, a programme of financial reconstruction. The 
proposals of the Committee, formulated in a report dated 
8th December, 1958,! have been accepted virtually in their 
entirety by the government. They provide the basis for the 
reform of the French finances, promulgated by the decrees of 
27th December, 1958. 


THE STRATEGY OF RECONSTRUCTION 


The report sets out, first of all, the financial needs of France. 

“If France desired only to maintain, for an increasing 
population, a level of capital equipment no higher than the 
present she would have to undertake immense investment in 
schools, in infra-structure equipment, in housing and in the 
creation of employment. 

However, if France sought to do no more than that, she 
would be failing irremediably to measure up to her full task. To 
accomplish this, she ought, in the course of the coming years: 

—to develop the Sahara 

—to raise the standard of life of the populations which 

have just renewed their attachment to France and 
reaffirmed their confidence in her 

—to modernize her armaments 

—to expand and transform the capital of the industries 

supplying power, in order to reap the benefits of tech- 
nical progress 

to pursue the modernization and the development of her 
productive equipment in the fields of agriculture, in- 
dustry and commerce 

—to improve the means of scientific research 

—to perfect her medical services and hospitals 

—to further, by all appropriate means, the promotion of 
social welfare. 

At the same time, she has the over-riding obligation to 
remedy, in the shortest possible time, the housing shortage which 
is undermining the social structure, which impedes the mobility 
of labour and thus retards technical progress, which inflicts cruel 
and unjust hardships on large sections of the population and 
turns them into irreconcilable adversaries of the social order. 

For many years to come, in other words, France must face 
up to enormous requirements for capital formation.”’ 





1 Published by I’ Jmprimerie Nationale, Paris, 1958. 














Since the Liberation, France has desired, and has to a 
large extent carried out, the capital formation which circum- 
stances imposed on her. At the same time that she was healing 
the wounds inflicted by the second world war and putting 
into force a generous policy designed to encourage an increase 
in the population, she was accomplishing a great task of re- 
equipment, leading to a post-war expansion at an unprece- 
dented pace. 

But except for rare and short intervals, France did not 
succeed in raising from existing money incomes, whether by 
taxation or the borrowing of genuine savings, the financial 
resources which this effort required. 

The excess of expenditures over receipts led to numerous 
deficits, public or private, which in the end the Treasury always 
had to meet. The quasi-permanent crisis in the French public 
finances since the Liberation is only the manifestation of this 
disequilibrium. It found expression in a singular concept which 
made its appearance in French finances in the course of the year 
1952 and which is called the impasse. The impasse corresponds to 
the British conception of an ‘‘over-all deficit’. It represents the 
difference between the unconditional obligations of the Treasury 
—whether on account of current expenditure or of capital 
programmes—and the total of its unconditional receipts, i.e. 
taxes or repayment of previous lendings. It is thus the measure, 
for the period to which it applies, of the Treasury’s need for 
borrowing. 

In the relevant provisions of the budget of 1959, as they 
were submitted to the Committee of experts in October, 1958, 
the impasse—the over-all deficit—was estimated at Fcs. 1200 
milliards. 

Now, in the course of the five previous years, the Treasury 
had never, in fact, been able to borrow, without inflation, more 
than Fes. 500-600 milliards. It was thus certain that if the 
situation were not changed the Treasury would find itself com- 
pelled, before the end of the year 1959, either to seek fresh aid 
abroad—and we knew that in the existing conditions that would 
be refused—or else to require the Bank of France to create 
several hundred milliards of fresh inflationary credit in the form 
of advances to the Treasury. 

Only a profound change in the facts of the financial 
situation would make it possible to escape from this 
dilemma. 

Before formulating concrete proposals, the Committee 
decided to set out the principles of a strategy of reconstruction, 
which it formulated in the following terms: 











“*(a) Check inflation through saving 


In the present system, inflation represents that part of the 
Treasury’s outlays—current expenditure or investment expendi- 
ture—which is not covered either from revenue or from savings. 

If it is desired to increase investment and to suppress in- 
flation, there is no other solution, once current expenditure has 
been reduced to the minimum and revenue receipts raised to 
their maximum, than to increase as far as possible the volume of 
saving offered to the Treasury. 

It is not a question of returning to the policy, too often 
invoked, of seeking to established confidence, but of creating 
technical conditions that will encourage a large increase in the 
flow of savings to the market. 

The attitude of savers as to the part of their income which 
they choose to spend or to invest directly in objects of intrinsic 
value' obviously depends on the attractiveness of the opportu- 
nities for financial investments offered to them, and particularly 
on the confidence they have in the security of these investments: 
above all on the view they take of the monetary situation. 

It does not seem possible to determine with any precision 
the increase in saving that would be brought about by a decrease 
in consumption resulting from a lessening of apprehension about 
the value of money. When one recalls the extent to which savers 
have been penalized it seems certain that, without being un- 
limited, such an increase would be sizeable: certainly some 
hundred milliards of francs. Such an increase, however, would 
be small relative to that which could be brought about by the 
slightest change in the amount of hoarding either of gold or 
foreign exchange. 

As experience has shown, movements of capital resulting 
from payments for exports and imports can take many forms. 
But it is above all from assets accumulated abroad and from the 
stock of gold held in France that one can expect large changes 
in the supply of funds to the financial market. 

Nobody knows the size of the stock of buried gold. It is 
often estimated at several thousands of tons. It is undoubtedly 
very large. The investment in French securities of a small part 
of that amount would appreciably increase the scope for issuing 
loans and, other things equal, would make a decisive contri- 
bution to the solution of our investment problems. 

It is the movements of capital which once made possible 
the ‘Poincaré miracle’. We have certainly more need of such a 





1“*Biens réels.”” 
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miracle in 1958 than in 1927. It depends only upon ourselves 
whether it can be repeated. 


(b) Break the vicious circle of inflation 


The French situation can be summarized as follows: 
We have inflation because there is not enough 
saving coming to the market; and not enough saving 
ts coming to the market because we have inflation. 
The problem is to escape from this vicious circle. 


(c) Create confidence that inflation is really ended 


This is the essential requirement of any programme of 
reconstruction. 

It means that it is necessary to create a situation in which 
it is certain that public expenditures will in no case exceed the 
amount available from revenue and from savings taken 
together. 


(d) Substitute flexibility in the amount of investments for flexibility 
by inflation 

The avoidance of inflation implies two conditions: 

(1) The unconditional expenditures of the Treasury should 
be fully covered from unconditional receipts. 

(2) The amount of expenditures not covered by such un- 
conditional receipts must be kept down, in each period, 
to the amount that can be raised from savings during 
the same period. 

If these two conditions are fulfilled, the tap of inflation will 

have been definitely turned off. 

The issue of loans can be made either directly by the 
Treasury, or by the body making use of the proceeds for invest- 
ment. In all cases the finance by the Treasury of a capital 
expenditure not included in the unconditional budget must be 
made subject to the possibility of savings for an equivalent 
amount being available. The Minister of Finance or the Head of 
the Government should make it quite clear that, within the 
framework of the present plan, making investments conditional 
does not mean reduction of investments. On the contrary, it 
tends to raise to the maximum the amount of investment that 
it will be possible, without inflation, to carry out. 


(e) Guard against the danger of a relapse into inflation 


The drawback to a policy tending to a reduction in ex- 
penditures and an increase in revenues is that, to the extent that 
this involves the suppression of subsidies, the suppression of tax 
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allowances or increases in rates of duty, it can have the effect 
of raising prices. 

Such increases in price threaten in turn to provoke (either 
through a rise in the index which serves as the basis for the 
guaranteed minimum wage,' or by revision of collective agree- 
ments, or finally by bringing into effect the ‘“indexations” 
which are so common in the French economy and especially in 
agriculture) increases in wages or in incomes, which themselves 
tend to generate further increases in prices, new deficits, and 
consequently a relapse into inflation. 

The Committee is fully conscious of this danger of 
‘skidding’ back into inflation. It is because in the past this 
danger has been underestimated that most previous attempts at 
financial rehabilitation have failed. 

It is true that the proposed measures could give rise to 
certain movements in prices that would affect the level of the 
guaranteed minimum wage. 

In the fact that the guaranteed minimum wage is tied to an 
index of prices the Committee sees not an inconvenience but an 
advantage, because this provides an assurance that the standard 
of living of the lowest income groups, those who can be con- 
sidered very near to the subsistence minimum, will be cushioned, 
as far as possible, against the effects of the proposed reforms. 

But an increase in the minimum wage should remain what 
the law intended it to be: a guarantee given for social purposes, 
tor the benefit of the lowest paid workers, not an excuse for a 
proportional rise throughout the whole hierarchy of wages and 
salaries. 

In the past, the guaranteed minimum wage has often 
affected remuneration all along the scale, employers having 
been almost always able to pass on to consumers the increases in 
cost which they accepted. 

They were able to do this because, prices not being 
attached to any fixed point, any increase in costs of production 
would lead to a general rise in prices, automatically ratified by 
the necessary increase in the monetary circulation. 

In order that the proposed operation shall not carry with it 
the risk of setting up new inflationary tendencies, it must be 
carried out, from the very beginning, within the framework of a 
de facto convertibility, capable of being rapidly transformed into 
a de jure convertibility at the same level. 

This implies: 
(1) a return to the régime of ‘liberalization of trade’ 





1 By virtue of a law of 1952, the minimum guaranteed wage is tied to an index of 
retail prices covering 179 articles. 











which the deficit in our balance of payments has com- 
pelled us to renounce; 

(2) the carrying out, as decided, of the obligations result- 
ing from the Common Market treaty; 

(3) confirmation that the currency will be convertible for 
commercial purposes, to the extent necessitated by the 
measures of liberalization already mentioned; 

(4) a solemn declaration by the Minister of Finance or 
the Head of the Government affirming the decision of 
the Government to re-establish as rapidly as possible 
a régime of true monetary convertibility ; 

(5) the suppression on the widest possible scale (on account 
of the re-establishment of an external pressure on 
prices) of economic controls—the agencies operating 
these controls can usefully be placed at, or returned to, 
the disposition of the general management of the 
revenues. 

For the rest, the Committee considers that there is no need 
to modify the budgetary estimates of expenditure and revenue, 
in anticipation of the eventual repercussions of the proposed 
reforms. 


(f) Prepare to fight recession 


Since the spring of 1958, the expansion of the French 
economy has been checked. In certain industries activity has 
even fallen. This course of events is similar to that which has 
affected other leading Western countries, though at a later date 
than in some of them. 

There is nothing surprising in this slowing down of the 
economy. Growth cannot go on indefinitely, especially if it is 
rapid, on account of the distortions which inevitably affect an 
economy in course of development. The necessary adjustments, 
which in communist economies take the form of spectacular 
revisions of Five Year Plans, manifest themselves in free market 
economies through a modification of investment programmes. 
These changes must result in a better utilization of the national 
resources. Inevitably, they have the effect of temporarily slowing 
down certain activities. The important thing is that such adjust- 
ments do not impose useless losses on the economy. Productive 
resources should be brought back into employment as soon as 
they can once again be put to good use. Unemployment is not 
only a social scourge; any under-utilization of resources for more 
than a short time is truly a loss of wealth, while by increasing 
the burden of fixed costs it raises unit costs of production. 

But nothing would be more dangerous, in the present state 
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of the French economy, and having regard to the very large 
tasks which it has to fulfil, than to seek to combat a trade 
recession by stimulating consumption. If aggregate demand 
became insufficient, it is through an increase in investment that 
it should be raised to the proper level. 

However, if an increase in capital formation became 
necessary, the material and psychological facts of the French 
situation, characterized by half a century of inflation, should 
forbid any recourse to deficit financing that would increase the 
volume of purchasing power. 

Fortunately, the policies proposed would increase the 
amount of financing possible from genuine savings. 

If it should appear that part of the resources thus rendered 
available were likely to remain unused, for lack of a sufficient 
propensity to invest, this danger could easily be averted. 
Nationalization and the habit of concerted action between 
private enterprise and the public authorities give the latter a 
large influence over the volume of capital formation. 

It is thus desirable that in the sectors of the economy 
producing for the future, supplementary programmes of profit- 
able investment should be drawn up whose execution could 
rapidly be put into effect. These programmes would be financed 
by the unused surplus of savings. The additional money incomes 
generated by such investment would increase the market for the 
consumption goods industries. The recovery in these industries 
would thus be the fruit of the reconstruction and no longer, as 
was the case during the inflation, a source of new disequilibria 
and of serious troubles in the balance of payments. 


(g) Restore order to the economic structure 


However much vigilance may be required by the present 
state of affairs, this does not render any less necessary, nor any 
less urgent, a long-term effort designed to remedy the structural 
defects of the economy. 

The object must be to increase the productivity of the 
French economy, ridding it of the inefficient concerns which are 
the product of a long history of protectionism carried to extremes, 
of innumerable capitulations to the interests of particular 
sections (if not particular individuals) and lastly of inflation. 

This would have to be done in any circumstances. The 
coming into effect of the Common Market makes it a pressing 
necessity. 

The reforms should eliminate the wastage of productive 
forces resulting from the survival of out-of-date enterprises, from 
the poor utilization of existing capital and the duplication of 
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equipment. The decisions which are required must be worked 
out in the light of specific situations, but the process must con- 
tinue until the economy has been freed from the distortions 
produced by subsidies, by tax exemptions, and by the actions of 
monopolies, legalized or actual. 

The raising of productivity also requires the elimination 
of the wastages which result, in certain activities, from lack of 
co-ordination between the public sector and the private sector. 
The ill effects resulting from this are especially apparent in the 
‘ield of transport, through the competition which exists between 
the nationalized railways on the one hand, and the private 
enterprises undertaking road haulage and transport by inland 
waterways on the other. The same is true in the field of health, 
through the competition between the public hospitals and the 
clinics. 

The reform of the fiscal system will be one of the principal! 
means of putting these matters right.” 

At this point the report of the Committee proposes a 
procedure aimed at a fundamental reform of the fiscal system. 
[t sets out the essential principles involved. In view of the purely 
French character of the fiscal problem, however, these principles 
will not be reproduced here. 


(h) Reform the administration 


For the same reason, this part of the report is not repro- 
duced. 


““(i) Assure through financial stability the effectiveness of social polic) 

The programme that we present is a rigorous one. We 
formulate it nevertheless convinced that there can be no 
effective social policy in a framework of financial disorder. Only 
a stable currency and a sound economic structure can make 
possible an improvement in the standard of living, as well as the 
correction of inequality and injustices. 

To the illusions produced by the lavish spending of an in- 
flationary period we prefer the realities of a policy of justice and 
well-being within the framework of monetary stability. Our 
programme will bring this about and that is for us one of the 
principal reasons for putting it forward.” 


(j) Financial reconstruction does not mean sacrifuing capital formation 
Sor the sake of the currency 
The report of the Committee devotes a paragraph to the 
fears which are aroused by any programme of financial rehabili- 
tation: 
“Proposals for financial reconstruction—and especially 
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those which seek to reduce the over-all deficit on the budget to 
a level at which it can be financed from genuine savings—always 
provoke criticisms and fears on the part of those who refuse to 
‘sacrifice capital formation for the sake of the currency’. 

They may be reassured. The programme of reform which 
we have drawn up does not tend to sacrifice capital formation 
but on the contrary to increase it. 

In the first place, other things being equal as regards the 
volume of savings offered on the market, a reduction in govern- 
ment current expenditures will increase, to a corresponding 
extent, the volume of funds available for capital formation. 

But, as was shown in the previous section, the volume 
of savings offered on the market—whether they be savings 
out of current income or savings formerly hoarded—is by 
no means immutable. It depends on individual decisions and 
particularly upon the view taken by savers of the monetary 
outlook. 

Recent trends in the finances of the Treasury and in the 
level of the exchange reserves are significant in this respect. 
Without any appreciable change in the factual situation, the 
change in the psychological climate has sufficed to transform a 
difficult situation into a steadily improving state of affairs. 

This transformation repeats that which took place in 1952, 
in 1938 and on numerous previous occasions. 

If the anticipation of inflation creates the conditions which 
give rise to inflation, it is just as true that the expectation of 
stability creates the conditions for stability. 

It may be stated with some certainty that a reduction in 
the over-all deficit to a level at which it can be financed from 
genuine saving will rapidly provoke large-scale repatriations of 
capital and a sharp fall in all rates of interest, especially long- 
term rates, thus increasing the possibilities of public or private 
borrowing. 

At the present time, the anxiety to reduce the deficit in the 
public finances leads the Treasury to limit parsimoniously the 
amount of the capital expenditure which it has to finance. Yet 
such expenditures have never as yet been so far reduced that it 
has been possible to avoid a progressive depreciation of the 
currency, characteristic of the inflationary process. But concern 
for the national finances has been sufficient to rule out of con- 
sideration those increases in investment which the present 
situation renders desirable. 

There is a large gap between the strictly measured yet 
bitterly contested investment projects involved by our plans for 
modernization or by our housing programme and the amount 
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of re-equipment that a true financial market would render 
possible. 

All the precedents make it possible to state that, far from 
capital formation being sacrificed, the ending of inflation would 
make available new sources of finance which are indispensable 
if France is to be able to accomplish joyously, without depressing 
controls, and without frustrating discriminations, the tasks which 
confront her. 


THE SPECIFIC PROPOSALS 
(a) Reduction of the over-all deficit 


The programme of financial reconstruction outlined above 
required, in the first instance, a reduction in the impasse (over- 
all deficit) to a level less than that of the savings normally 
offered on the market, namely around Fcs. 600 milliards. 

Such a reduction could be achieved only by a decrease in 
expenditure or an increase in revenues. 

The expenditure estimates in the 1959 budget fall under 
five principal heads, as follows: 

Fcs. milliards 


Capital expenditures 1633 
Expenditure on civilian services 1503 
Military expenses 1555 
Subsidies': economic 434 

other (essentially social) 834 


The figure for capital expenditure showed an increase of 
Fes. 335 milliards, that is 26 per cent., on that for 1958. Never- 
theless, after careful examination, the Committee decided 
against any reduction. These items in the budget cover supple- 
mentary expenditure on housing, school and university build- 
ings, Algeria, equipment for power stations, notably atomic 
power stations—expenditures which are absolutely essential in 
any circumstances since the future of the country depends upon 
them. These expenditures assumed a particular importance at a 
time when there were signs of an appreciable slowing down in 
the pace of economic activity. 

The decision not to curtail investment expenditures in the 
budget of 1959 is sufficient to refute the criticisms which have 
been levelled against the programme of financial rehabilitation. 
Capital formation was not in fact sacrificed for the sake of the 
currency, nor can the reconstruction programme be considered 
as in any way a deflationary exercise. 





1 Interventions 
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As regards the second element in the budget, expenditure 
on civilian services, economies can obviously be secured by 
changes in the administrative structure. But this is a task for the 
long run. The Committee has proposed a procedure for its 
accomplishment. But no reduction in expenditures could be 
hoped for on this account for the current fiscal year. 

It is the same with military expenditure, having regard 
especially to the costs of the operations in Algeria. 

If no reduction in capital expenditure was intended, and 
if it was impossible to find immediate economies in the expendi- 
ture on the civilian services and in military expenditure, it 
appeared that the necessary reduction in the over-all deficit to 
less than Fes. 600 milliards could be achieved only by means of 
an increase in revenue or from a reduction in the remaining 
classes of budgetary expenditures, namely interventions. 

In order not to resort to the reduction of these two classes 
of expenditure except in unavoidable circumstances, the Com- 
mittee sought first of all to bring about the largest possible 
increase in revenue. 

The French fiscal system calls for profound reform. It is 
stretched to the limit. ‘The pressure of necessity has given it a 
formidable complexity. The Committee has suggested a pro- 
cedure for revision which has already entered into effect. But 
an increase in revenue for the current year could be expected 
only from an increase in rates of tax and from the withdrawal 
of certain tax allowances. The recommendations of the Com- 
mittee in these various fields were estimated to produce an 
increase in revenue of Fes. 330 milliards. The government has 
accepted these proposals virtually in their entirety. 

Despite this very rigorous effort, some Fes. 300 milliards of 
economies still remained to be found. 

The heading interventions économiques, which accounts for 
Fcs. 434 milliards in the budget of 1959, represents for the most 
part subsidies. A policy of subsidization, regardless of cost, was 
followed during a recent year. The subsidies tend to reduce the 
prices of certain goods or services—such as railway fares—with 
the aim either of preventing a rise in the index of prices, with a 
resulting increase in the guaranteed minimum wage, or of 
encouraging certain activities or helping certain classes of 
producer. 

The Committee was not hostile in principle to the policy 
which, in order to achieve social ends, tended to place on the 
shoulders of the State part of certain costs of production. But 
it considered that the intended benefits from the subsidies were 
in fact largely cancelled out by inflation. When the subsidies are 
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financed, as was in fact the case, by inflationary means their 
result is to drive up prices, so that persons whose incomes are 
fixed in money terms or follow the movement of prices only with 
a considerable lag are no better off; and this applies to wage- 
earners, pensioners and savers holding fixed-interest securities, 
all of them types of income which it is desirable to protect to the 
full. For this reason, the Committee proposed the suppression of 
Fes. 196 milliards of subsidies out of Fes. 434 milliards— 
proposals which the government accepted to the extent of Fcs. 
155 milliards. 

As regards the social services, the proposals of the Com- 
mittee aimed at reducing the charge of Fs. 834 milliards which 
these various systems imposed on the Treasury. To that end, it 
proposed an increase in contributions and some very complex 
measures of reorganization, designed to give a better and more 
economic management of these services. ‘The reduction in 
expenditure so obtained was Fcs. 81 milliards. Finally, the Com- 
mittee recommended an increase in the prices of electricity, of 
gas and of postal services, to bring in Fs. 100 milliards. 

Thanks to these reforms taken as a whole, the over-all 
deficit should be reduced to less than Fes. 600 milliards—that 
is, to less than the sums available for borrowing on the market. 
(b) Doing away with “Indexing” 

Unfortunately, some of the measures described—increases 
in indirect taxes and social security contributions, the with- 
drawal of subsidies—would inevitably result in some increases of 
prices. Now, these measures were to be carried out in an 
economy in which many things, including many wage rates and 
other incomes, were directly linked to the level of prices. 

In discussing the need to guard against the danger of a 
relapse into inflation it was shown that, if the measures of 
financial rehabilitation were to lead to increases in wages and 
other incomes, there was a danger that the benefits of the 
reforms would be nullified, in whole or in part. Nobody can 
doubt that a rise in prices tends to produce a rise in incomes—as 
happens in practice, even when the connection between the two 
is not established by law or set out in indexing clauses—a fact 
that was the real cause for the failure of most previous 
devaluations. 

The Committee could not expose its programme to such a 
risk. It therefore recommended the government to suppress, by 
public decree, all indexing arrangements tying remuneration 
to a price index, both as regards wages and agricultural prices. 
The sole exception to this, an exception made in order to protect 
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the standard of living of the lowest paid workers, was the 
arrangement by which the guaranteed minimum wage is tied 
by law to a price index of the 179 articles. 

The government adopted this recommendation. 

Nevertheless, this decision does not imply the severance of 
all connection between the level of remuneration and the level 
of prices. It is only the automatic link between the two which is 
suppressed. In particular, it remains open to the government— 
if it considers this socially necessary—to authorize an increase in 
civil service salaries. The government did in fact decide to 
increase these by 4 per cent. as from the Ist February. At the 
same time, various increases, ranging from 4 to 6 per cent., were 
authorized in the guaranteed minimum wage and in the prices 
of certain agricultural products, as from the same date and in 
connection with the increase in prices to be expected as a result 
of the financial reforms. 


(c) Liberalization of trade 


To remove all danger of an upward drift in prices, it was 
essential that the pressure of external competition should be 
re-established. Now, all contact between French prices and 
foreign prices had been severed ever since the deficit on the 
balance of payments had compelled France, in 1957, to re- 
impose quotas on imports. 

The Committee recommended the government to accept 
the liberalization of 90 per cent. of imports in accordance with 
the O.E.E.C. principle. 

This measure, which had not accompanied any previous 
devaluation, has been the most effective factor in ensuring price 
stability. 


(d) Devaluation 


However, to make it possible for quotas to be lifted it was 
necessary that there should not be too large a gap between 
internal prices and world prices. 

The fact that France had been compelled, in order to 
prevent excessive importation, to place quota restrictions upon 
all imports was clear evidence that at the prevailing rate of 
exchange world prices when converted into francs were lower 
than internal French prices. 

This diagnosis was confirmed by the fact that France had 
only managed to maintain a still insufficient volume of exports 
by means of export subsidies, for which Fcs. 60 milliards were 
provided in the 1959 budget estimates. 

The disparity between internal prices and world prices 
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would be further widened by the increases in price likely to be 
provoked by the measures of financial rehabilitation themselves. 

To make possible, in the new conditions, the liberalization 
of trade— itself a condition of price stability—and the suppression 
of export subsidies, the Committee recommended and the 
government agreed that the franc should be devalued by 17-55 
per cent. 


(e) Establishment of a “Heavy” Franc 


To emphasize the irrevocable character of the new parity, 
the Committee proposed and the government agreed to the 
creation of a new monetary unit, temporarily designated the 
“heavy” franc or “new” franc but intended to become once 
again the franc pure and simple as soon as the substitution 
should have been effected. 

The new franc is worth one hundred old francs, prices in 
the new unit being in fact defined as the old prices divided by 
one hundred. The new franc will be put into circulation during 
the course of the year 1959, without formality or the calling in 
of existing notes. The issue should be completed by the end of the 
year. Since Ist January, 1959, exchange rates have been quoted 
in terms of the new unit. 


(f) Monetary convertibility 


As a result of these various measures the needs of the 
Treasury for borrowing had been brought within the capacity 
of the market. The price level had been brought into line with 
world prices through the devaluation. Prices had been relieved 
of the upward pressure resulting from indexing clauses, and 
consolidated by the general suppression of import quotas. 
Hence, there was no need for the further retention of the 
monetary controls appropriate while an inflation was in pro- 
gress. On 27th December, 1958, France was therefore able to 
render her currency convertible for non-residents, thus taking 
part with Britain, Germany and many other European countries 
in the establishment of a wide zone of monetary freedom. 

However, this convertibility is still only partial. As soon as 
the reforms which rendered it possible have borne fruit, it 
should be extended to French residents. 


REVIEW OF THE FINANCIAL REFORMS AS A WHOLE 


The reform of the French finances which has just been 
carried out differs from all those which have preceded it by its 
breadth and by its systematic and coherent character. For the 














17 


first time, a devaluation has been undertaken “‘in cold blood” 
and has been accompanied by all the associated measures needed 
to ensure its success. 

The nature of the reforms has been described by the experts 
themselves in the following terms: 

“Our programme is difficult to put into operation. It 
affects numerous interests and will give rise to lively opposition. 
Nevertheless, we put it forward in the certainty that the country 
has no choice between a complete financial reconstruction, 
which can restore a lasting stability, and a relapse into the 
process of monetary debasement which some months ago 
brought France face to face with the irremediable consequences 
that would follow the exhaustion of her exchange reserves. 

Nearly all the countries which surround us have solved 
their financial problem. We do not accept the idea that France, 
alone in Europe, is incapable of solving hers. 

But the plan which we put forward is an integral whole. 
If some of the detailed recommendations are capable of revision, 
nevertheless the plan cannot be applied in part. You cannot prop 
up half of a building which is falling down. Either we are to re- 
establish in a few weeks the equilibrium of the French finances, 
strictly limiting public expenditure, for whatever purpose, to the 
amount that can be covered from revenue and from the borrow- 
ing of genuine savings, or else we shall find ourselves tomorrow 
back once more in the state of affairs which yesterday compelled 
us to ask for aid from abroad for the purpose of prolonging a 
situation incompatible with the dignity of France. 

For the success of our plan, it is essential that the country 
should understand that there is no other acceptable outcome 
for it. We ask that the most authoritative voices should set out, 
in the clear light of day, the gravity of the dangers which 
threaten our country and the imperative necessity for an im- 
mediate and total rehabilitation. 

If this is accepted, all will be saved. 

If this is not accepted, the future of the country will again 
be in peril and we shall find ourselves driven to solutions which 
threaten at one and the same time the greatness, the well-being 
and the liberty of France.” 


PROSPECTIVE RESULTS OF THE FINANCIAL REFORMS 


The reforms of 27th December, 1958, are too recent for it 
to be possible to pass judgement on their results. These will con- 
tinue to manifest themselves in the course of the coming months. 

However, the developments of the last two months justify 
the following statements: 
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(a) The rise in prices has remained a moderate one. The 
price index for the 179 articles, which determines the guaranteed 
minimum wage, stood at 113-65 at the end of December. By the 
end of January it had risen only to 117—1i.e. by 2-9 per cent.— 
in spite of the price increases resulting from the withdrawal of 
numerous subsidies. 

(b) On Ist February, 1959, the total number drawing 
unemployment relief was 36,900 but the upward trend in 
unemployment began in October last year. The rise in January 
(8,900) was of the same order of magnitude as that for December 
(6,100). Hence the increase in January cannot be attributed to 
the measures of financial rehabilitation. 

For the rest, the level of unemployment—in France no 
more than 4 per cent. of the active population—remains very 
much lower than in neighbouring countries, (2-2 per cent. in 
Germany, 3-4 per cent. in Belgium, 6 per cent. in the United 
States, 8 per cent. in Italy). 

(c) As the Committee foresaw, the financial reforms have 
led to a considerable reflux of foreign exchange. Up to the time 
of writing (March 9th) the influx amounted to about $600 
millions. This inflow of foreign exchange has greatly eased the 
position of the exchange stabilization account. 

(d) In the same way, the increased flow of funds to the 
market has helped to re-establish the position of the Treasury, 
which is now very easy. 

(e) Although rates of interest have been falling to some 
extent on the money market and the Stock Exchange, the fall 
has not yet gone as far as might be expected from the size of the 
repatriations of capital. But this limitation of the fall in interest 
rates has to do with some technical features of the French 
financial and monetary markets which have to be and probably 
will be shortly changed. Then France will reap, in the form 
of a progressive fall in long-term rates of interest, the economic 
benefits of the financial reforms to which she has lately been 
subjected. 

A fall in the rate of interest will generate a large increase 
in the possibilities of investment. Stability in prices will bring 
an appreciable rise in real wages. The country will thus find 
that the restoration of financial order engenders prosperity and 
well-being and that it is amply worth the temporary sacrifices 
by means of which it has been achieved. 


Jacques Rueff. 
Paris. 


March, 1959. 














19 


Plan to Spend First; Find the 
Money Later 


THE BRITISH BUDGETARY SYSTEM 
By F. Enoch Powell 


revenue is a dictate of common sense which applies no 

less to a nation than to an individual. The present British 
system of Parliamentary control over public expenditure might 
have been devised deliberately to defy that dictate and to ensure 
that the public and Parliament, the government and the 
Chancellor of the Exchequer consider expenditure in the 
greatest possible detachment from revenue. 

The object of this article is, first, to describe this para- 
doxical situation and give some historical account of the way 
in which it arose; then to describe, by way of comparison, the 
procedures followed in certain other countries; and finally to 
consider what would be involved in any attempt to reform our 
own procedure. 


[seve expenditure should be considered in relation to 


*x * * 


The government’s commitments may be classified as 
follows: 


Above the line Below the line 





1. Supply. 3. Advances from the Exchequer. 
(a) Civil. 4. Maturing debt. 
. Outside . | 
(b) Service. in 5. Exchange Equalization Account. 
(i.e. Navy, Army, Air) Budget 6. Loans carrying a government 
2. Consolidated Fund. guarantee, 





Mr. Powell has been a Member of Parliament since 1950 and was Financial Secretary 
to the Treasury from January, 1957 to January, 1958. It is not our practice to publish con- 
tributions from authors active in party politics but it is felt that an exception is justified in 
this instance as the article is concerned purely with questions of procedure. Ed. Lloyds 
Bank Review. 
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Of these six items, estimates of Item 1 are presented to the 
House of Commons and in part actually approved by it before 
the revenue estimates and proposals are disclosed. Estimates of 
Items 2 and 3 are presented at the same time as those for 
revenue, but not specifically discussed or voted. No formal 
estimate of the remaining items is given at all. 

This curious time-table is determined by the interaction 
of two or three established principles of Parliamentary financial 
control. One of these is that grants of supply lapse at the end 
of the financial year to which they relate: no voted money may 
be “carried forward” from one financial year to the next. 
Moreover, no such money may be expended except in pur- 
suance of an Act of Parliament (a Consolidated Fund Act) 
specifying the maximum amount and the purposes. 

The full rigour of these two principles would mean that 
before 3lst March every year the government had presented 
all the Estimates, got them approved and embodied them in a 
Consolidated Fund (Appropriation) Act. However, in practice 
this would be equally disagreeable for the government and the 
opposition. The government would have fearful work in the 
first three or four months of the session, to the disruption of its 
legislative projects. The opposition would have “‘shot its bolt” 
by 3lst March every year and have no constitutional oppor- 
tunities left to demand “redress of grievance before supply”’. 
Therefore the rigour of the basic principles is modified as 
follows: 

The government is allowed to defer until sometime in 
July the final approval of the Estimates and passing of the 
Consolidated Fund (Appropriation) Act, and in the meanwhile 
to pass in March a kind of “first instalment” Consolidated Fund 
Act, which authorizes enough expenditure to see it through the 
summer and which does not specify the detailed items (appropri- 
ations) that make up the total. Apart from any money needed 
to meet excesses on the previous year (Excess Votes) and to 
finish off the current year (Supplementary Estimates), the 
sums put into the March Consolidated Fund Act comprise 
two classes: 


(a) the civil Vote on Account, which is one-third of the 
estimated total civil supply expenditure; 
(b) various votes from the service estimates. 


The different treatment of the civil and the service money is due 
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to yet a further established principle, namely, that money from 
one service vote can be used for the purposes of another vote 
of that service, while no such liberty is permitted with civil 
expenditure. 

From all this it results that by the middle of February— 
that is, in time to get the necessary votes and pass the March 
Consolidated Fund Act—the government must lay before the 
House of Commons the totals of the various civil Estimates and 
the actual service Estimates themselves. In practice this means 
that the whole of the Estimates must be fixed by the govern- 
ment by the first week in February; for although the civil 
Estimates are only technically “presented” at the moment 
when the Vote on Account is laid and in fact dribble out one 
at a time over the subsequent five or six weeks, the totals of the 
respective votes and sub-heads are public from that moment 
and so the detailed estimates, though not yet printed, must 
already be “firm’’. Hence, working backwards, the annual 
rhythm of the Estimates, which reach the Treasury in October- 
November, the Chancellor in December and the Cabinet in 
January. 

Unlike supply expenditure, the money required for “the 
Consolidated Fund”’—principally the service of the national 
debt, but also sums which are directly charged upon the Con- 
solidated Fund—does not have to be authorized annually by 
Parliament: the authority for it is permanent and statutory. 
Similarly, the power to make advances from the Exchequer 
“below the line” is contained in a whole series of specific 
statutes and is not on an annual basis. Consequently, where 
these kinds of expenditure are concerned, the government has 
no need before the commencement of the financial year to 
acquaint Parliament with its estimated requirements, nor indeed 
are these sums ever formally considered or voted by the House 
of Commons. The figures are merely supplied, as part of the 
general picture, in the Financial Statement which accompanies 
the Chancellor’s “Budget statement’’. It follows, as night follows 
day, that the government and the Chancellor himself apply 
themselves to these items of expenditure later than the rest and 
with less earnestness. 

A fortiori, the items outside the Budget altogether, which 
by their nature it would be inexpedient to forecast in precise 
terms in public and which require no annual Parliamentary 
authorization, are only alluded to, if at all, in the Chancellor’s 
statement itself. Whatever weight they may carry in his mind, 
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they make no impact at all on that of the government in forming 
its collective decisions upon expenditure. 

The revenue side of the equation does not need to be 
presented to Parliament until April. Income tax, it is true, 
requires to be re-enacted annually, but there is now ample 
power to ensure that any changes in existing taxation take effect 
from or near the beginning of the financial year. Admittedly, 
when a new tax is concerned, the Chancellor loses the yield of 
it for about one-third of the year, until he can get his Finance 
Act on the statute book; but this is rarely a serious sacrifice and 
it is not unknown for the pistol to be jumped. Consequently, 
the firm estimates of revenue for a financial year do not come 
forward to Treasury Ministers until the second half of March— 
some two or three weeks, on an average, before Budget Day 
itself. 

This has the advantage that the out-turn for the previous 
year is virtually known already and that the speculative 
element in the forward estimate is minimized—if that be not 
too gross a euphemism to apply to a twelve months’ forecast of 
revenue. On the other hand, revenue has been irremediably 
separated from expenditure. When the Chancellor of the 
Exchequer debates expenditure with his colleagues in December 
and January—on the Estimates—he does not present them with 
the revenue side of the picture, for the very simple reason that 
he has not got it to present: two or three months will elapse 
before that side is supplied and before the Chancellor, the 
Prime Minister and (in case of a major clash) the Cabinet 
either need, or are in a position, to apply themselves seriously 
to questions of revenue. 

Thus the arrangements for Parliamentary control of 
expenditure and taxation, arrangements which in themselves 
hardly rise above the level of procedural habit and convenience, 
have had an adventitious consequence of far-reaching import- 
ance: to itself, to Parliament and to the public the government must 
present its spending decisions in advance of, and in isolation from, its 
decisions on revenue. Neither in the government’s own delibera- 
tions nor in presentation to the country is the picture seen as a 
whole. At most a convulsive attempt may be made sometimes 
at Budget time to modify the spending decisions which have 
already been announced in the Estimates. 


* « * 
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So grave and surprising an anomaly is not likely to have 
arisen without some powerful causes. The separation of expen- 
diture from income (or, in Parliamentary terms, of “supply” 
from ‘‘ways and means’’) is rooted in the history of Parliament’s 
control of finance. Historically, it was logical that the represent- 
atives who granted taxation should require to be satisfied of the 
justification of a demand by the Crown for money before 
turning to consider the “‘ways and means” by which the 
“supply” could be met. 

Today! the Committee of Supply and the Committee of 
Ways and Means—i.e. the House of Commons considering 
“supply” and “ways and means” respectively—are set up 
simultaneously, immediately the address in answer to the 
Speech from the Throne has been agreed to at the beginning 
of each session; but formerly? it was necessary for the House to 
set up the Committee of Supply and actually to vote a supply 
and agree it on report before the Committee of Ways and 
Means could be brought into being at all. 

The House of Commons was also naturally anxious to have 
the proposals for expenditure laid before it at an early stage in 
a session, so as to leave ample time for consideration. A resolu- 
tion of 1821 insisted that the service estimates must be presented 
within 10 days of the Committee of Supply being set up or by 
15th January, whichever was the later. At this time, the 
financial year began with January; but after the change to 
April in 1833, presentation early in the calendar year remained 
the rule. Indeed, the motive of the change was to enable supply 
for the next year to be passed before the end of the current one. 
The House was in no equal hurry to receive the proposals for 
taxation, and the Treasury Minister quite often did not come 
forward with them until April or later, when the actual results 
for the previous financial year—and therefore the balance 
which, at that time, could still be carried forward—was known 
to him. 

Criticism of the manner in which Parliamentary control 
separated consideration of expenditure and revenue was how- 
ever not unvoiced. In introducing his Budget on 13th February, 
1857, Sir George Cornewall Lewis remarked :* 


I wish the Committee to observe that this is the earliest day on 
which the financial statement could be made . . . In ordinary years 





1 Standing Order 15. 2 Erskine May, ed. 1, (1844), 328f. 
3 Hansard, colns. 629 ff. 











no doubt it is desirable that the consideration of the Army and Navy 
Estimates should take precedence of that statement. I fully admit, 
however, that in an extraordinary year such as the present one it may 
be convenient to adopt a different course. The reason for the course 
usually followed is this—that the House fixes what amount of expendi- 
ture is necessary for the service of the year, and after that amount has 
been fixed, it becomes the duty of the executive government to lay 
before the House the plan by which they propose that that expenditure 
should be defrayed. But although a considerable portion of the expenditure of 
the country may be regarded as essential and inevitable for the service of the 
year, there is also a not inconsiderable portion of it with respect to 
which a discretion may well be exercised . . . and as to which, therefore, 
the House may reasonably say—‘we wish to know what is the pressure 
of taxation on the country . . . before we sanction that portion of the 
expenditure which is not strictly necessary’. Now, Sir, this is undoubtedly 
a period to which that description applies. 


The words italicized suggest at least one reason why the 
aradox had not previously attracted much notice or comment. 
p to the middle of the nineteenth century, fixed charges 
accounted in time of peace for the majority of annual expendi- 
ture. In 1842, when Sir Robert Peel reintroduced Pitt’s income 
tax in time of peace, out of an estimated expenditure of £50-8 
millions the cost of the debt and consolidated fund charges 
alone amounted to {31-8 millions, while the services on a peace- 
time footing accounted for practically the whole of the rest— 
£13-4 millions. Thus the largest element of expenditure was 
virtually undiscussable while the next largest was one which 
Parliament jealously retained, and still retains, the theoretical 
free discretion to vote or not to vote at all each year. 

This distribution of expenditure remained virtually un- 
changed up to the Crimean War; and it was the possibility of 
retrenching the swollen military expenditure in the aftermath 
of that war which Cornewall Lewis had principally in mind 
when he referred to discretionary expenditure. Nevertheless, in 
those years the Budget was, as often as not, introduced virtually 
simultaneously with the presentation of the Estimates: e.g. 
llth March, 1842, 14th February, 1845, 22nd February, 1847, 
18th February, 1848, 15th March, 1850, 17th February, 1851, 
6th March, 1854, 13th February, 1857, 10th February, 
1860. 

The Budget then was not as yet, what it is now, the speech 
introducing the resolutions for the Finance Bill. It was essen- 
tially the speech introducing the Financial Statement, and a 
trace of this remains to this day on the title-page of the Financial 
Statement issued from the Vote Office when the Chancellor 
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ends his Budget speech: Copy of “Statement of Revenue and 
Expenditure as laid before the House by the Chancellor of the 
Exchequer when opening the Budget’. The various proposals 
for altering taxation which the Chancellor made in presenting 
the statement were carried into effect over the succeeding 
months in a series of separate Bills: income tax, assessed taxes 
(such as window tax), stamp duties and other kinds of duties 
were all dealt with piecemeal. If supplementary estimates had 
to be presented in the spring and summer, they too might (as 
they did for instance in 1854 and 1860) result in a further 
Budget and further tax changes. 

It was the upsetting of the Budget of 1860 by the rejection 
of the Paper Duties Bill in the House of Lords which resulted in 
a change in procedure. The main proposals for taxation in the 
Budget of 1861, and notably the proposals concerned with 
income tax and the paper duties, were combined in a single 
“Customs and Inland Revenue Bill’, a course of which the 
avowed object was to prevent the House of Lords from exer- 
cising their right to reyect—as opposed to their long obsolete 
right to amend—a money Bill. Since then, the main tax 
changes proposed have always left the House of Commons as 
a single Bill. 

The Budget of 1861, as it happens, was introduced in April, 
and from that time April continued to be the almost invariable 
month for the introduction of the Budget. The practice was 
undoubtedly reinforced by the reforms in financial control 
enshrined in the Exchequer and Audit Departments Act, 1866, 
notably by the famous principle of “‘annuality”, laid down in 
1862; namely, that grants unused at the end of the financial 
year cannot be carried forward but lapse. This made inevitable 
the modern system of two Consolidated Fund Acts, one before 
the beginning of each financial year and the other after. If 
there was no way to avoid taking Estimates and a Consolidated 
Fund Bill before 31st March and if, moreover, at the price of 
work on the Estimates in February and March, the necessary 
finance up to the summer recess could be secured, there was 
little attraction in bringing the Budget forward earlier than 
necessary, especially as only one Bill was now required to give 
effect to the proposals on taxation. 

Nevertheless, it seems as though an April Budget only 
gradually came to be recognized as the invariable routine. 
Replying on 14th February, 1870, to a request that he should 
“fix an early day on which he will make his financial statement’, 
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on the ground that commerce was embarrassed by an expecta- 
tion of lower import duties—shades of purchase tax!—the 
Chancellor, Robert Lowe, replied that “‘the hon. gentleman 
may rest assured that I am quite as anxious as he can be to get 
the Budget over before Easter’’.t In the event, the Budget of 
1870 was presented on 11th April, Easter that year falling on 
17th April. 

Henceforward, however, there were scarcely any exceptions 
in practice. Between 1860 and 1952 (see below) the only pre- 
April annual Budgets were in 1872 (25th March) and 1880. 
No doubt in the latter year an early date was chosen with a 
view to the appeal to the country which followed shortly after 
the Budget was brought in on 1lth March. By then, the 
Chancellor (Sir Stafford Northcote) felt—as Sir Robert Lowe 
had not felt in 1872—that apology was needed. 


I am aware [he began]? of the great inconvenience which attends 
the bringing forward of the Financial Statement before the close of the 
financial year. It is necessary to complete the estimates for the year 
which is expiring with a certain amount of conjecture, and my experi- 
ence of budgets has taught me that the last week or two of the financial 
year are frequently productive of modifications, and sometimes import- 
ant modifications, in the statements which appeared likely to have 
been made two or three weeks beforehand. 


Thus it seems certain that by the *60’s and ’70’s of the last 
century the Cabinet, as well as Parliament, were almost 
invariably, as they have done ever since, considering expendi- 
ture separately from, and in advance of, taxation. The circum- 
stances of Lord Randolph Churchill’s resignation as Chancellor 
of the Exchequer in December, 1886, are the exception which 
proves the rule. Parliament was to meet in January, 1887, and 
a Treasury minute® of the previous 3rd November informed 
departments that the Cabinet therefore intended to settle the 
Estimates before Christmas. But the Chancellor, who planned a 
major reorganization of the structure of the revenue and large 
reductions in taxation, placed his draft Budget in front of his 
colleagues in the early days of December and obtained their 
agreement to it in principle before the deadlock arose on the 
service Estimates.* His idea was evidently to get the revenue 
intentions accepted and then use them as a lever to secure the 
necessary economies in expenditure. He failed: “‘there is plenty 
of time”, his colleagues said in effect, “to think about the 





1 Hansard, coln. 245. 2 Jbid., coln. 816. 
8 Winston S. Churchill, Lord Randolph Churchill, ii, 227. 4 Jbid., 211 f. 
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Budget, but the Estimates must be settled now”’;! and on the 
Estimates the Prime Minister decided against him. 

A recent and quite exceptional deviation from the norm 
occurred in 1952. The Conservative government had taken 
office at the end of October, 1951, and on first meeting Parlia- 
ment early in November announced a first instalment of 
economic measures. In announcing the second instalment on 
29th January, 1952, when Parliament resumed after an excep- 
tionally long Christmas recess, the Chancellor (Mr. R. A. Butler) 
not only gave the outline of the Estimates and the major 
decisions made on expenditure but indicated that he would 
open his Budget on 4th March:? 


The interests of the balance of payments, which are paramount to 
this country, make it essential to introduce the appropriate budget at 
the earliest possible date . . . It is vital that the country and the world 
should understand the spirit of urgency and resolve which informs the 
Government. I had not intended to introduce my budget until late in 
April, but the needs of the situation demand exceptional measures. We 
have therefore decided that the date will be 4th March. I feel sure that 
everyone will interpret this exceptional move—for which there are few 
precedents—in this sense. 


March 4th was later “for various reasons found to be imprac- 
ticable’’*, and the Budget was in fact opened on 11th March. It 
included an exceptional number of expenditure decisions which 
modified the Estimates already presented, notably the reductions 
in the food subsidies and the countervailing increases in 
pensions and allowances. The principal motive behind the 
early date for the Budget seems to have been a desire to p-esent 
these decisions on spending in the context of the decisions on 
revenue, and particularly of the reductions in direct taxation. 
On this occasion therefore the Cabinet may in fact have been 
in a position, and indeed obliged, to take expenditure and 
revenue decisions simultaneously and each in the light of the 
other. 

Thus, looking back over the history, we can see two 
opposite tendencies at work. On the one hand, the expenditure 
which Cornewall Lewis called “‘discretionary” has grown from 
a small minority of the nation’s outgoings to about 85 per cent. 
of the Budget “‘above the line’’, and from a small fraction of the 
national income to between a quarter and a third of it. The 
natural consequence of this trend should have been to force 





1 [bid., 230-2. 2 Hansard, coln. 62. 
3 Hansard, 25th February, 1952, coln. 719. 
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together the consideration of expenditure and revenue both by 
the government and in Parliament. On the other hand, the 
annual Finance Bill and the strict principle of ‘“‘annuality” in 
financial control worked in the opposite direction and were 
reinforced by the technical difficulties of estimating out-turn 
before the end of a financial year. In the upshot a procedure 
became accepted, and is now hallowed by the all but invariable 
observance of a century, which effectually divorces the Estimates 
from the Budget. 
* *x * 


Given the historical causes of the British system, it is not 
surprising to find that arrangements in other countries where 
representative assemblies also hold the ultimate control of 
finance place the consideration of expenditure and revenue in 
a very different relationship.! 


U.S.A. 


In the United States the federal financial year runs from 
Ist July to 30th June’, and the President delivers his budget 
message to Congress in the preceding January. This budget 
message is a statement containing his proposals both for 
expenditure and for taxation, and is the earliest notification of 
the government’s intentions which Congress or the public 
receive, except that, in order to gain time, some items are said 
to be informally submitted to sub-committees of the Committee 
on Appropriations of the lower house late in the previous 
calendar year. 

Since the departmental estimates, which make up the 
expenditure side of the budget, are put in preparation as early 
as May in the preceding year, the American process of making 
and passing the budget is exceptionally long—some fourteen 
months or more in all. The aim is to clear the decisions by the 
beginning of the financial year to which they relate, though in 
practice the requisite Appropriation Bills—there are usually 
ten or twelve—may not be passed by Congress until a month or 
two after Ist July. 

With the financial consequences of the peculiar distribution 
of power between President and Congress, which means that 





1 The author gratefully acknowledges assistance received with this section of the 
article from Mr. R. W. Bean, United States Embassy ; M. J. Herckens, Belgian Embassy ; 
Mr. P. C, Witte, Royal Netherlands Embassy ; Mr. B. Odevall, Royal Swedish Embassy. 


2 It is called, for short, by the numeral of the latter of the two calendar years which 
it spans. 
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the “budget” as it emerges from the Congressional process is not 
always closely related to the budget proposed by the Admini- 
stration, we are not here concerned. The fact remains that, 
whatever its defects, the American system brings the federal 
finances as a single whole under the attention of the government 
and enforces a comprehensive view of ends and means. In the 
words of a recent critical study of the American budgetary 
process! :— 


In Congress . . . revenues and expenditures are considered 
together only through the informal exercise of Congressional leader- 
ship, which is frequently not strong enough to prevent the independent 
and inconsistent actions by powerful committee chairmen. On the 
Executive side more progress has been achieved. The President’s 
responsibility for a unified Executive budget requires him to consider 
both sides of the budget. 


BELGIUM 


Turning to Europe, the Belgian budget, for example, is 
also a budget in the true sense, presenting simultaneously both 
sides of the equation. It is however not on a cash basis—dealing 
with actual receipts and disbursements in the budget year (Ist 
January-3lst December)—but balances the receipts and dis- 
bursements which are attributable to it. 

Departmental proposals are required by the previous 15th 
June, and by 30th September the budget must be laid before the 
Belgian Parliament. As the budget purports to notify the 
revenue, as well as the expenditure, which is envisaged, the 
government’s decisions on taxation must already have been 
taken when it is presented. It is moreover not merely a statement 
but a Bill, which, when passed into law, furnishes the definitive 
legal authority for both the expenditure and the collection of the 
taxation. The document, prefaced by a bulky exposé, is roughly 
the equivalent in volume and content of our Estimates and our 
Financial Statement put together. 

Parliament, which usually reassembles in the first half of 
November, considers the budget in sections, taking first the 
revenue side (le budget des votes et moyens), since this must in theory 
be law before the commencement of the financial year con- 
cerned. The sections dealing with expenditure are despatched 
over the spring and summer, provisional authority being given 
in the meantime as necessary by votes on account (crédits 
provisoires). 





1A. Smithies, The Budgetary Process in the United States, 1955, p. 12. 
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Finally, when the accounts for the financial year have 
ultimately been made up and reported upon—and, as they are 
not on a cash basis, this cannot happen for several years—they 
too are presented as a Bill and passed into law, imparting 
ultimate legal sanction to the transactions of the year. 

Thus the Belgians could claim that they have not given up 
the principle enshrined in the 1815 fundamental law of the 
Kingdom of the Netherlands (divided in 1830 into Belgium and 
Holland), though not re-enacted in the same form in the 
Belgian constitution of 1831: 


The first part of the budget shall contain all the ordinary expenditures 
and ... when this part of the budget is adopted, the means of meeting it 
shall alsc be determined. . . . The second part shall contain occasional 
expenditures, . . . which expenditures shall also be determined fogether 
with the means of meeting them (articles 123-6). 


HOLLAND 


Having a common constitutional origin, the budgetary 
procedure of the Netherlands shows a distinct family resem- 
blance to that of Belgium, though not without distinctive 
differences. 

The financial year is again the calendar year, and in the 
preceding September there are presented to the Second Chamber 
of the States-General “‘Bills of Parliament for the fixation of the 
State Budget’’. These disclose—for the first time—the govern- 
ment’s spending intentions and forecasts (anglice Estimates) and 
also include a formal statement of revenue, to comply with 
article 133 of the constitution, under which the Budget “‘deter- 
mines all the expenditure of the State and indicates the means 
to meet it”. 

The effective notification of the government’s tax intentions 
takes place, however, in a (quite excellent) ‘Memorandum on 
the condition of the State finances’, submitted simultaneously 
with the budget. This indicates the assumptions which underlie 
the revenue figure in the budget proper, showing the manner 
in which any prospective surplus or deficit will be dealt with 
and in particular the government’s proposals for terminating or 
extending existing sources of revenue or introducing new ones. 
The appropriate taxing Bills are then laid before the States- 
General in due course. Given the coalition nature of recent 
Dutch governments and of their Parliamentary support, the 
proposals for expenditure and taxation are sometimes tentative, 
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and can include alternative possibilities between which it will 
be for the States-General to decide. 

The basis of the statement is “budgetary” and not “‘cash’’, 
but the cash position is constantly brought into view. For 
example, in the memorandum for 1959, which showed an 
anticipated over-all deficit of Fls. 1,597 millions, the “inescapable 
extension of the temporary tax measures which would expire in 
1959” was estimated to reduce the deficit by Fls. 110 millions 
on a budgetary basis but by Fls. 179 millions on a cash basis. 
Similarly, on the other side, expenditure incurred in the 
previous year but not fully met was added to the coming year’s 
total estimated expenditure. 

Perhaps it may here be pointed out that the British system, 
in which most tax changes come into force either at, or with 
effect from, the date of first announcement and are virtually 
certain to be finally enacted unless the government itself falls, 
makes possible and indeed encourages a freedom in fiscal 
experiment and innovation—especially in the field of indirect 
taxation—which is unshared by the systems which we are 
comparing with it. In some of these the existing indirect taxes 
can at least be reduced by government order and therefore 
without public warning; but there is an inevitable disinclination 


to introduce new indirect taxes or increase existing ones, 
especially where scope exists for forestalling on any considerable 
scale. We thus arrive at the interesting reflection—for which 
supporting evidence might be found in other directions—that 
the tax-structure of a country is to some extent influenced, if not 
determined, by its budgetary procedure and the forms of its 
financial legislation. 


SWEDEN 


In Sweden the annual session of the Riksdag always begins 
on the 10th or 11th January. On that day in the Hall of State 
the budget for the coming financial year which, like the 
American, runs from Ist July to 30th June, is ceremonially 
handed by the Finance Minister (in the name of the King) to 
the Speaker of each of the two houses. This budget, which of 
course has received its final form within the government in the 
previous months, is the complete statement of proposed revenue 
and expenditure! in the utmost detail. It is itself, like the other 





1 Except where it is not possible to foresee the financial consequences of certain 
legislative measures until some months later, in which case the possibilities are taken into 
account as fully as practicable in the budget and a supplementary bill presented later. 
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European budgets which we have considered, a Bill, and must 
be passed by the Riksdag by the beginning of the relevant 
financial year. 

A summary which accompanies the budget shows how the 
balance between revenue and expenditure is struck, and presents 
a conspectus of the main items in the estimates. A so-called 
““Appendix”’, which performs the function of a financial and 
economic survey, explains inter alia not only how the revenue 
estimate is built up, but the proposals of the government for 
dealing by way of tax changes or otherwise with any discrepancy 
between revenue and expenditure. 

From this practice a departure was, as it happens, made 
this year. The budget presented for 1959/60 is based on a 
current deficit of Kr. 449 millions—as compared with an 
originally estimated surplus of Kr. 12 millions for 1958/9, which 
is now anticipated to be an actual deficit of Kr. 253 millions. 
On this occasion, however, the government have not specified 
the manner in which they intend to finance the deficit, but 
merely stated that their proposals in that regard will be laid 
before the Riksdag later on in the session, probably in April 
when the economic situation can be better appraised. 

This proceeding, which perhaps represents as near an 
approach to the British divorce of expenditure and revenue 
decisions as the Swedish constitutional framework admits, has 
given rise to lively debate and objection. It means in effect that, 
before the Riksdag is in possession of the government’s full 
revenue proposals, it is invited to consider and approve the 
main part of the expenditure side of the equation. Government 
and opposition have, however, agreed that this year approxi- 
mately one-fifth of the budget, representing the more con- 
troversial expenditure, shall not be dealt with until the Finance 
Minister’s proposals for filling the gap have been laid before 
the Riksdag. 


* * x 


Thus, a sample taken at random from the not very large 
number of usefully comparable budgetary procedures in 
Western countries has served to throw into relief the abnormality 
of the British method. Supposing that it were at some time 
desired to alter that method so as to bring the presentation of 
income and expenditure into their logical, if not original, 
juxtaposition, what would be involved, and what difficulties 
and obstacles would have to be overcome? 
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It seems probable that the expenditure side would “stand 
fast’, and that the revenue side would have to be advanced to 
meet it. The practice of a March Consolidated Fund Act, which 
enables discussion of “supply” to be spread at will over five 
months of each session, is undoubtedly convenient. If the 
Estimates were not presented until April, two of these five 
months would be lost. It might also be held constitutionally 
difficult for the House of Commons to vote large sums on 
account “blind”, without sight of the objects of expenditure, 
though of course at present the March Consolidated Fund Act 
does not “appropriate” and strict appropriation in accordance 
with the Vote on Account is not enforced. 

The alternative would be to bring presentation of the 
government’s revenue proposals forward, to coincide with the 
presentation of the Estimates: in other words, Budget Day in 
mid-February instead of mid-April. The Parliamentary time- 
table would not be seriously thrown out by this change. It would 
be necessary for the Budget Speech not only to deal with the 
general picture of proposed income and outgoings but also, as 
now, to introduce the resolutions for the Finance Bill; for it is 
upon these that the Provisional Collection of Taxes Act, 1913, 
operates and it is the immediate passage of these which prevents 
forestalling and protects the revenue. On the other hand, the 
Finance Bill itself need not have its second reading until the 
30th day of sitting after the Budget; so that in effect one weck- 
the budget debate week—-would have been lost before Easter 
but saved after. It might, however, be convenient to lengthen 
somewhat the statutory periods in the 1913 Act. 

The most obvious inconvenience would be that the Budget 
and the Financial! Statement would be based upon the estimated, 
instead of the actual, out-turn for the current year and upon a 
revenue estimate for the coming year framed some two months 
earlier than at present. Indeed, it would almost certainly be 
desirable to present a revised Financial Statement during April, 
with the actual figures of income and expenditure out-turn. 
Neither of these differences from the present basis is really very 
serious: the out-turn of ten months of a financial year should 
provide a sufficiently accurate approximation to the final figures, 
especially as the previous year’s out-turn plays no very decisive 
part in budgetary reasoning; and the difference in accuracy 
between a revenue forecast made over fourteen months, as 
compared with one made over twelve months, is hardly 
significant. 
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Another inconvenience might arise in connection with tax 
changes which by their nature require to take effect immedi- 
ately upon announcement. These would have to operate for the 
last six weeks of the old financial year, and thus to that extent 
alter the prospective out-turn. 

Within the government itself the effects of such a reform 
would be more profound, both in an administrative and a con- 
stitutional sense. The Budget would become a collective 
Cabinet decision in the same manner as the Estimates are at 
present, and the convention which has endowed the Chancellor 
of the Exchequer with a peculiarly individual responsibility in 
relation to taxation would inevitably lapse. This convention, 
rendered possible by the separation of decisions on expenditure 
from those on revenue, has been nurtured by the requirement 
of profound secrecy, under cover of which the Chancellor’s tax 
proposals are disclosed to his Cabinet colleagues—apart from 
the Prime Minister—only a few hours in advance of the public. 
It is doubtful whether the due needs of secrecy can be pressed 
so far. Cabinets handle with absolute discretion masses of the 
most secret and explosive decisions; and the Chancellor could 
settle with his colleagues the broad balance of revenue and 
expenditure and, in that context, the shape of intended tax 
changes, without the details of petrol duty or purchase tax 
having to be fixed and minuted weeks in advance. 

Administratively, the load which at present is distributed 
would be concentrated; for the preparation of the revenue 
estimates, the tax studies and the Finance Bill itself (which 
must be in an advanced form before the Budget Resolutions 
can be drafted) would have to run concurrently with the annual 
“estimates exercise’. Ministers would find themselves obliged 
to “concentrate their minds wonderfully” in the inclement 
weeks of January; and some legislative work might get pushed 
forward later in the session. 

All these things are inconveniences; some are changes of 
habits and traditions; nor, probably, is the foregoing catalogue 
of difficulties and objections complete. But the fact that as 
recently as seven years ago a Budget was planned for the 
beginning of March suggests that the obstacles to presenting 
the national income and expenditure in a single picture are no 
more insurmountable in Britain than in America or Europe— 
if it were desired to do so. 

J. Enoch Powell. 
March, 1959. 








United States Import Policy 


By Gardner Patterson 


HE recent decision by the United States government 
‘| tevouring a bid by an American supplier over a lower 

cost tender by the English Electric Company for the 
Greer’s Ferry turbines has been much criticized in Britain and 
taken by many as evidence that the United States is riding 
a new wave of protectionism. For whatever comfort it may 
give, many Americans too regard this as a misguided ruling. 
But it is not an important incident in terms of present policy, 
nor should one assume it is a reliable guide to future policy. 
Action of this sort has happened before—the Chief Joseph 
Dam affair of 1953 was a widely publicized instance—and it 
probably will happen again. This is not to suggest that one 
can be confident the United States will pursue a more liberal 
trade policy in the years ahead. Rather, it is to remind that 
American import policy is determined by many considerations 
other than those high-lighted by this decision. 

Many of these influences came to the fore during the 
summer of 1958 when Congress was considering the renewal of 
the Reciprocal Trade Agreements Act. This law, first passed in 
1934 and renewed and amended ten times since, authorizes the 
President to enter into trade agreements with other countries 
and to negotiate, on a reciprocal basis, tariff cuts within limits 
set by Congress. 

As finally approved in August, the new legislation extends 
for four more years the President’s authority to sign trade agree- 
ments and authorizes him gradually to reduce individual tariff 
rates in effect on July Ist, 1958. Three bases are laid down for 
determining the extent of the permitted reduction in rates. ‘The 
new rate may be the lowest resulting from either (1) a cut of up to 
20 per cent., or (2) a cut of not more than 2 percentage points, 
or (3) for existing rates in excess of 50 per cent. ad valorem, a 
reduction to not less than 50 per cent. Against this authority 
must be set the fact that the legislation not only reaffirms the 
existing safeguards (primarily the escape clause, the “‘peril 
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points,” and the national security section) against anyone’s 
being hurt by a tariff reduction, but contains provisions 
designed to achieve more prompt and effective action in 
invoking them. The net result is some, but probably not much, 
liberalization in import policy. 

This essay, relying heavily on the testimony and debate 
during last year’s Congressional discussions of the Trade Agree- 
ments Act, attempts to appraise briefly the trends since 1934 in 
United States policy and then to outline the forces making for a 
more liberal trade policy and those working against it. Finally, 
a few general conclusions about the probable future trends are 
hazarded. 


PAST TRENDS IN POLICY 


An understanding of American import policy today must 
take account of three considerations sometimes forgotten 
abroad. First, the issue is nowadays discussed in terms of the 
Trade Agreements Act—the importance of this factor will be 
elaborated later. Second, most people in the United States 
regard foreign commerce as relatively unimportant to them and 
to the nation; and, third, it is commonly believed by those who 
think about it at all that in the past twenty-five years we have 
behaved better than most in reducing trade barriers. Both of 
the latter lead to complacency about our policies. 

It is quite true that the United States is the world’s largest 
exporter and importer—current-account imports of goods and 
services last year totalled some $21 billions and exports around 
$23 billions, excluding military aid—that the value of our foreign 
trade has been increasing, and that some four and a half million 
workers can probably be said to owe their jobs to foreign trade. 
These are large figures, and for certain sectors of the economy 
the importance of foreign trade is immense. Still, for the nation 
as a whole exports are equivalent to only some 5 per cent. of gross 
national product and imports to even less. Moreover, bulking 
large in the imports are such items as coffee and bananas, which 
enter duty-free and have not been matters for trade policy 
discussion, while many of our exports have for various reasons 
such appeal abroad as to be, for all practical purposes, also out- 
side the realm of policy. That only a small portion of American 
imports is in a form recognizable as imports by the public and 
that many of the persons involved in production for export are 
unaware of their real market add to the general public ignorance 
of the réle of foreign trade in the national economy. These 
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factors help to explain an extremely important phenomenon: 
the massive indifference by much of the public to national 
foreign trade policy. This public indifference tends to weaken 
the force of the broad national-benefit arguments for more 
liberal trade policies and, by default, to strengthen the influence 
of those who have a direct, immediate and clear interest in 
greater import restrictions. These facts become particularly im- 
portant when they are combined with the present tradition that 
the Congress, each member being ever mindful of his right to 
intervene on behalf of injured constituents, shall reserve to 
itself the right to renew and to amend the entire foreign trade 
programme every one, two, three, or four years. 

Most Americans who would pretend to be informed at all 
would probably state, if asked, that our record on trade policy 
in the last generation has, by and large, been that of a good 
neighbour and in keeping with the philosophy of economic 
competition. There is, indeed, much to support this position. 
America played a leading réle in the establishment of the 
G.A.T.T. and this is more often recalled than our killing the 
International Trade Organization and our unwillingness so far 
to approve United States participation in the projected Organ- 
ization for ‘Trade Co-operation. There is no satisfactory measure 
of how much tariffs have been reduced or how restrictive of 
imports is an existing tariff. The available statistical averages 
doubtless give an exaggerated impression of the lowering of 
import barriers. Nonetheless, the fact that the ratio of customs 
receipts to the value of imports in the United States decreased 
by some 65 per cent. in the past twenty-five years is not un- 
impressive, especially when note is taken of the fact that the 
United States has relied less than most on non-tariff restraints, 
although again there are some important and well advertised 
exceptions. Looked at another way, if the goods imported in 
1958 had been subjected to the duties in effect a quarter of a 
century ago, the average rate would have been double what it 
in fact was. As so measured, United States tariffs have been 
halved, reflecting in about equal parts tariff reductions and the 
fact that the United States has not altered its specific duties to 
take account of inflation. In appraising United States perfor- 
mance many also regard as significant the fact that nearly 90 
per cent. of our dutiable import items have had their rates 
reduced since 1934 and many of the rest, to say nothing of 
three-fourths of those on the free list, have had their rates 
bound against increases. 

The present absolute level of United States tariffs, using as 
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the measure the ratio of duties collected to value of imports, is 
just over 6 per cent. The only countries among the forty-one with 
whom we have trade agreements which can boast a smaller 
percentage are Benelux, Brazil, Denmark, Japan, Norway, 
Sweden, and the United Kingdom if one excludes the revenue 
duties on tobacco, whiskey, etc. And some of these countries are 
well-known practitioners of the art of quantitative restrictions. 
Another characteristic of the United States tariff structure is that 
in recent years approximately one half, by value, of our mer- 
chandise imports has been admitted duty-free: thus the average 
tariff rate, as calculated above, on dutiable merchandise alone 
was around 12 per cent. Breaking this down, one finds that 
today just over half of our dutiable imports are subject to rates 
no higher than 10 per cent. and another third to rates of between 
10 and 20 per cent. As might be expected, the rates tend to vary 
directly with the competitiveness of the items with existing 
United States products and, with many exceptions, the rates 
are higher the more the goods have been processed. This means 
in practice that, on the average, imports from Europe confront 
walls about twice as high as those facing imports from the whole 
world. Although these figures on the tariff level can be mislead- 
ing, probably minimize the actual impact of the tariff, and 
certainly do underestimate the restrictiveness of tariffs which 
are nearly or completely prohibitive and so especially resented 
by the rest of the world, the fact remains that the United States 
is no longer among the higher tariff countries and its restrictions 
have been substantially reduced during the last two and a half 
decades. 

As further evidence of our good behaviour, there is 
frequently cited the substantial increase in volume of imports. 
In 1958 the volume was double that of 1930-1934. More 
interesting is the fact that since the second world war exports 
and national income have expanded at about the same rate, 
while imports have grown some 60 per cent. faster. The increases 
in imports have paralleled decreases in our tariff, but they have 
also of course been associated with a host of other factors, in- 
cluding general business fluctuations, change in tastes, rapidly 
increasing national income, etc.—each of which probably ex- 
ercised more influence than tariff changes. But the point remains 
that lower tariffs accompanying large increases in imports 
serve to strengthen the popular notion that the United States has 
behaved well on these matters, so that the need for reform is not 
urgent. 
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This comparison of 1958 and the early 1930’s is all 
very well, it may be said, but what of the charges that the 
United States has moved toward greater protectionism in 
the past decade? In important respects this is true. First, 
it should be noted that from the beginning of the Trade 
Agreements programme agricultural products have been 
regarded as “special” and the United States, in actions similar 
to those of many other nations, has placed such a series of 
barriers upon the import of farm goods that American farmers 
are not in fact asked to compete with imports in the domestic 
market.! 

But this is not by any means the full measure of the retreat 
from the principles of freer trade commonly associated with the 
policies of President Roosevelt and Mr. Hull. Congress passed 
the most liberal version of the Trade Agreements Act in 1945, 
at which time it authorized the President to reduce most in- 
dividual rates by up to 50 per cent. of those then in effect, rather 
than those in effect in 1934. Since that time periodic renewals 
have twice (1955 and 1958) brought modest additional authority 
to reduce tariffs, but they have also been accompanied each 
time by restrictive amendments. ‘The escape clause, designed to 
ensure that no tariff reduction is allowed to stand if it injures 
seriously any domestic industry, has now been made an integral 
part of the trade legislation and ingenious ways of enlarging this 
loophole have been added nearly every time the law has come 
up for reconsideration. Even more protectionist, many believe, 
is the so-called “‘peril-point’’ provision, first written into the 
legislation by Congress in 1948. This requires the Tariff Com- 
mission, an agency serving more as an arm of the Congress than 
of the President, to examine all goods on which the Executive 
Branch proposes to negotiate tariff reductions and to specify the 
rates below which it concludes tariffs cannot be lowered without 
threatening or causing serious injury to domestic producers of 
like or similar articles. If the President lowers rates below these 
points, he must explain to Congress in writing the reasons for 
doing so. Inasmuch as these are estimates of possible future 
effects, it is commonly assumed that if there is any doubt the 
Tariff Commission sets these points on the high rather than the 





1 Heavy reliance is placed on import quotas to keep out agricultural goods, At present, 
quantitative restrictions are applied to imports of wheat, wheat flour, sugar, raw cotton, 
linseed oil, butter, rice, peanuts, flax-seed, cheese, live cattle and dressed beef. Under non- 
farm legislation, lead, zinc, and certain petroleum products have recently been subjected to 
quotas. A number of quotas are also applied to imports from the Philippines under special 
arrangements with that country. The only other quantitative restrictions applied by the 
United States are under our copyright legislation and, quantitatively unimportant, for 
controlling the import of drugs, to protect public morals, etc. 
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low side. Indeed, some critics have asserted that the peril points 
make it unlikely that the United States will grant any important 
tariff reduction and that the escape clause means that should a 
significant concession slip through it will be withdrawn. This is 
probably an exaggeration. 

Another potentially restrictive step was a very broad 
“national security” amendment, first incorporated in the law in 
1955, authorizing additional restrictions on imports, regardless 
of whether they caused injury or not to domestic producers, 
when it is judged by the Executive Branch that an article is 
being imported in such amounts as to threaten or to impair the 
national security. Similarly, various changes in recent years 
designed to give preference to domestic agricultural programmes 
whenever they conflict with foreign trade policy can be charac- 
terized as greater protectionism. 

How has this restrictive authority been used? Although care 
must be taken not to minimize the barriers to imports resulting 
from the uncertainties created by the mere possibility of with- 
drawing past concessions, the record does show that actual 
retreat has been small. In the six years since the beginning of 
1953, the United States has taken back the following con- 
cessions: By escape-clause action it has reimposed higher tariffs 
on clover-seed, bicycles, safety pins, clothes pins, certain kinds 
of towelling, watches and parts, clinical thermometers, and lead 
and zinc (quotas)—nine commodities in all and some of them 
quite unimportant. By invoking reserved rights in trade agree- 
ments it has imposed quotas on cattle, tuna fish, and certain 
wool fabrics. By the termination of a bilateral trade agreement 
with Ecuador, duties were put back on balsa wood, naranjilla 
juice, and panama hats. By renegotiation it has raised duties on 
women’s fur felt hats, potatoes, and liquid sugar. Under the 
terms of the legislation providing for support of agricultural 
production, it has since 1953 imposed import restrictions, some 
of which have since been removed, on almonds, barley, butter 
and certain butter substitutes, some cheeses, dried milk products, 
filberts, flax-seed, linseed oil, oats, peanuts, peanut oil, tung nuts 
and oil, and rye flour. 

Recently, resort has been had to another device: 
“voluntary” quotas imposed by exporting countries and, in the 
case of some petroleum products, “‘voluntary” limitation by 
importers. These self-imposed restrictions are the result of a clear 
pressure arising from the likelihood that if such a voluntary 
system does not adequately reduce competition to domestic 
producers, some other system—escape clause or legislation— 
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will be applied. To date, exporters from certain countries have 
decided it was the part of wisdom to curtail their shipments to 
the United States of some types of cotton textiles, hardwood 
plywood, lead and zinc, oats, sewing machines, stainless steel 
flatware, toyo caps, tuna, tung oil, and wood screws. Some of 
these voluntary restraints may well be the reason that the 
Executive Branch has not yet found it necessary to invoke the 
“national security” provision cited above. 

This is not a record in which those favouring a liberal trade 
policy can take pride. But neither is it the record of a nation 
riding a tidal wave of protectionism. A more correct appraisal 
of recent policy would seem to be that since about 1950, the 
simplifications in customs administration, the liberalization of 
the “Buy American” provisions, Greer’s Ferry notwithstanding, 
and the tariff reductions negotiated at the Torquay conference 
of G.A.T.T., plus several more limited ones since, have been at 
least offset by the restraining amendments of the Trade Agree- 
ments Act, the various retreats just cited, and the extreme 
caution with which tariff concessions have been granted. For 
nearly a decade now United States import policy has been on 
dead centre, marking time. 

What are the forces now at work in the United States 


trying, on the one hand, to push for a more liberal policy and, 
on the other, for more barriers, or, at least, for no further 
reductions? 


FORCES FOR LIBERALIZATION 


Let it be said at the outset, that those who would have 
wished for a more liberal trade policy never had a chance in the 
1958 debate, or for that matter in any other recent year, if for no 
other reasons than that the proposals formally presented by the 
Executive Branch were moderate in the extreme and the defence 
offered for them was often noteworthy for its deference to the 
opponents of the programme. The Secretary of Commerce at 
the very beginning “‘reaffirmed”’ the peril-point procedure and 
assured Congress that the United States would reduce tariffs 
only when this could be done without threat of serious injury to 
domestic producers. The Department of the Interior’s senior 
spokesman stated that one of the two most important features of 
the proposal was that it would strengthen the safeguards to 
domestic industry. Secretary of State Dulles appeared to take 
pride in reminding the Congressmen that he was a “tough 
trader” and that since he had been Secretary only a very small 
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part of the authority granted by Congress in 1955 to reduce 
tariffs had been used. 

On the other hand, the Congressional hearings in recent 
years have been impressive in the increasing number and 
variety of private groups who have appeared in support of a 
liberalization of American import policy. Not only are thought- 
ful presentations made by many of the more important and 
respected national organizations, including, for example, the 
AFL-CIO, the American Farm Bureau Federation, the Com- 
mittee for Economic Development, the National Foreign Trade 
Council, the United States Chamber of Commerce, the 
American Bankers’ Association, and so on, but many spokesmen 
for local chambers of commerce, civic groups, and smal] manu- 
facturers from all over the nation also appear with carefully 

repared statements. The number of such persons was greater 
ast year than ever before. 

During the lengthy discussions in 1958 the most frequently 
voiced argument for lowering import curbs was that this would 
bring about more foreign trade which, in turn, would strengthen 
the United States economy. For most persons the concern here 
was not with the classical notion that a nation is likely to benefit 
in the long run if it produces where its comparative advantages 
are greatest; rather, it rested on the thesis that you must import 
if you are to export, and exports have become an important out- 
let for United States producers and can become an even greater 
one. Doubtful as the case may be for a policy of larger exports as 
an end in itself, this consideration has for a long time been one of 
the most stressed arguments for a more liberal import policy. 
With a few exceptions, very little explicit attention has been 
given recently to the benefits the American people as consumers 

+ may expect to receive from a policy leading to more imports. 
Moreover, the implication frequently has been encouraged that 
a more liberal import policy could lead to larger exports but to 
no significant increase in imports. The fundamental weakness of 
this position has not gone completely unnoticed and serves to 
weaken the case of those urging additional authority to reduce 
tariffs. 

National security considerations nowadays play a very 
great role in any trade policy discussion. In its more stark form, 
the case is sometimes made that we face for an indefinite period 
the danger of physical destruction from the Soviet bloc; our 
ability to deter this rests in part upon the dispersal of our 
retaliatory power; the ability to disperse depends on the co- 
operation of other nations; this co-operation, in turn, it is 
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believed by many, will be greater as the economies of our allies 
are strengthened and as they have reason to believe that we will 
help them to improve their material well-being by easing access 
to the United States market. 

A more frequently voiced national security consideration, 
and one carrying much weight with the Congress, is that the 
Soviet bloc is now engaged in an intensive effort, via trade and 
aid, ‘‘to divide the countries of the free world, and to swing them 
one by one into the orbit of Communist influence’. It is 
believed by many that the Soviet bloc has a great capacity both 
to import the products many other nations wish to export and 
to exchange for them goods other countries place high on their 
import priorities. Although there has been little hard, detailed 
analysis offered as to precisely why greater Soviet-Free World 
trade would be against our national interests, it is commonly 
assumed that the purpose of such trade would be to pave the 
way for ultimate Communist political domination. Perhaps the 
most frequently quoted statement in all the recent Congressional 
debate and hearings on trade policy was Krushchev’s 1957 
statement, ‘““We declare war upon you... in the peaceful field 
of trade’. The conclusion was general that the Soviets were 
serious about this and that their tasks would be much more 


difficult if the United States market were increasingly mac to 


the other countries of the free world. Although rarely made 
explicit, it was sometimes implied that a policy of freer trade 
would also serve the national security interest well because 
expanded exports would strengthen those particular sectors of 
the American economy most vital to the defence effort, while 
larger imports would encourage the growth of foreign sources of 
supply and strengthen commercial ties for items, especially raw 
materials, for which we must increasingly rely on others. 

The European Economic Community provides a powerful 
new reason to many for extending and expanding the President’s 
authority to reduce import restrictions. There is virtually no 
disposition in the United States to be critical of the Common 
Market; it has the wide and uncritical popular support enjoyed 
by each of the post-war economic unification measures in 
Europe. At the same time, many observers are becoming in- 
creasingly uneasy lest the result be effective discrimination 
against United States exports. The United States clearly has an 
interest in the decisions the Community takes on the common 
tariff against non-members. Most of those Americans who have 
spoken about this believe that the treatment our exports receive 
will depend to a large extent on what we can offer in return for 
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favourable treatment. Our ability to carry out negotiations, to 
offer the Community something in return for a relatively low 
common tariff, depends on the President’s having authority 
substantially to reduce our restrictions. 

Evidence has been accumulating in the last few years that 
the United States is becoming, and will continue to become, 
more dependent on foreign sources for many raw materials if it 
is to maintain the recent rates of economic growth. This shift 
from being a “‘have” to a “have not” nation in these respects is 
for some a powerful argument in favour of a more liberal trade 
policy. For most it has relatively little weight as yet. In part this 
is because of the newness of the phenomenon, in part because 
inany of the scarce materials, especially minerals and metals, 
are already on the duty-free list, and in part because of a 
sensed confidence that domestic substitutes at low prices will be 
found. 

There have been times since the second world war when 
the argument was heard that lower import barriers would 
permit less aid, but this has not been an important consideration 
lately. Few believe that more trade will significantly reduce the 
burden of military aid or replace grants and loans for economic 
development. More important has been the growing concern 
that the United States is now entering a new phase in its inter- 
national relations, one in which there is a greater need to take 
action which will strengthen the confidence of others in our 
qualities of leadership. Russian advances on many fronts, the 
growing strength and independence of the Western European 
nations, the surging nationalism among the poorer countries of 
the world, all these leave many Americans feeling, as one has 
expressed it, very crowded in the driver’s seat. Many believe it 
important that we recreate a more favourable image of our- 
selves abroad. A liberal trade policy, with its presumed favour- 
able effect on the well-being of our friends, is seen by many as 
one way of doing this.' A variation of this thesis is that the goal 
of our foreign policy is international peace and that this rests in 
important part upon improved living standards and self- 
supporting national economies, these depend upon a more 
efficient use of the world’s resources, and this, in turn, will be 
furthered by expanded world trade—a development heavily 
dependent on United States policy by virtue of her size both as 
a market and as a source of supply to the rest of the world. 





1 For a persuasive presentation of this view, see Raymond Vernon, ‘“Trade Policy in 
Crisis,” Essays in International Finance, No. 29, International Finance Section, Princeton 
University, March, 1958. 
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FACTORS WORKING AGAINST LIBERALIZATION 


These are impressive arguments. Why have they not led to 
changes in policy? The reasons may be grouped into two 
categories: specific arguments for protection, and the frame- 
work and assumptions within and around which the issue is 
discussed. ‘The latter are probably more influential. 

Self-interest arguments from those who do or might suffer 
from imports are of course offered against any policy of lowering 
import restrictions. The force of their position is strengthened by 
the common phenomenon of lower barriers resulting in dis- 
persed or uncertain gain for many and concentrated and known 
damage to a few. Many persons presumably would benefit as 
consumers from a larger flow of imports, but few of them are 
likely to benefit enough to warrant any great effort to influence 
national policy formulation. Moreover, larger imports may be 
necessary to a growth in export markets but this greater market 
is uncertain so far as most individual producers are concerned. 
Against this is the fact that an increase in imports can be anti- 
cipated with some precision and its effects on specific producers 
—and often communities—can not only be pin-pointed but, 
moreover, can be disastrous. ‘The consequence is that those who 
would suffer from additional imports can, and do, make a very 
impressive detailed case against reducing barriers, while those 
favouring larger imports, if they find it worthwhile to make a 
case at all, have to rely heavily on broad, general, and often 
uncertain beneficial effects. The protectionists, largely spokes- 
men for a wide range of relatively small industries, know exactly 
what they want and why they want it. Last spring, as in previous 
years, they asserted the escape-clause and peril-point safeguards 
were inadequate and read into the Congressional hearings page 
after page of careful justification for their arguments that lower 
tariffs would injure them. The U.S. Congress, faced with the 
choice of a policy of uncertain, generalized benefits or certain, 
traceable damage often finds the choice easy. 

The then current recession in America was not a favourable 
setting for those urging Congress in 1958 to grant the President 
additional authority to reduce tariffs. But this was not a deter- 
mining factor in the final voting. What was important was the 
widely held view that in time of grave danger to a nation’s 
security it is most unwise to take any action that might cause 
damage to any industry which could be used for defence. Given 
this foil, it was only too easy for the producer of almost every 
commodity to show that his product had contributed to the war 
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effort in the past. Some doubts are beginning to develop as to 
the validity of all this in light of the new weapons, but they are 
not yet strong enough to offset the obvious policy conclusions 
of arguments based on the assumption that it is the capacity 
of any nation to wage a long war that determines its ability to 
defend itself. 

The debates last spring and summer also showed that the 
time-honoured argument that care must be exercised to protect 
the highly-paid, high-living American worker from “cheap 
foreign labour” continues to strike a responsive chord in many. 
This thesis too, however, seems to be losing some of its force. ‘The 
argument nowadays is far more often voiced by spokesmen for 
management than by those from labour unions. ‘The AFL-CIO 
spokesman, for example, gave eloquent testimony before the 
Congressional Committees in favour of a more liberal trade 
policy ; saw a clear distinction between low foreign wages, labour 
costs, and “‘unfair labour practices” abroad; and considered 
only the last a source of serious difficulty and that probably not 
very Important. 

Although most of the large national farmers’ organizations 
have for years supported the Reciprocal ‘Trade Agreements pro- 
gramme (smaller farm organizations, representing producers of 
particular products, often oppose it), they have also urged the 
imposition or retention of many severe restrictions on imports of 
agricultural products. Agricultural interests are in fact treated 
tenderly by the government in the United States, as they are 
elsewhere, and the determination to protect farmers continues 
to be among the most important reasons for raising—or not 
lowering—some of the higher import barriers. The conflict 
between our agricultural policies and our avowed foreign trade 
policies stems largely from the fact that the farmers have been 
politically powerful, while the government’s programme for 
supporting incomes in agriculture has relied upon the device of 
high price supports, which in turn necessitated import restric- 
tions lest a subsidy be given by the U.S. government to foreign 
producers. Though still powerful, both of these props to pro- 
tectionism are probably of decreasing importance. The farm 
population is rapidly declining, both absolutely and relatively: 
the percentage of the civilian labour force employed mainly in 
agriculture has been cut in half since the beginning of the Trade 
Agreements programme and the trend continues downward. 
Recent years have witnessed some diminution in the farmers’ 
political influence at the national level and some decline in the 
relative level of price supports. 
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These, then, are the chief “‘arguments” offered against 
liberalizing our trade policy. They do not seem to be sufficiently 
strong to account for what has happened—or what has not 
happened. Additional explanations are to found in some of the 
common assumptions about trade policy and in the context 
within which the whole policy is usually discussed. 


* * * 


After twenty-five years and ten Congressional debates, 
every clause in the Trade Agreements Act has staunch defenders. 
This means that changes of any kind are very difficult to bring 
about. And most protectionists are usually willing to settle for 
no changes. Moreover, as noted earlier, one of the more impor- 
tant factors making any changes in a liberal direction difficult is 
the combination of the massive indifference of the American 
public to the entire question of trade policy, together with a 
tradition that the actions of the Executive Branch should be 
subject to complete review by Congress every few years. ‘Those 
suffering from its operations have frequent opportunity to be 
heard by a body responsive to cries of anguish, while the rest of 
the public does not bother. As a consequence, the Executive 
Branch must administer the law with extreme caution lest the 
entire programme be put in jeopardy. 

More important is the policy deeply imbedded in the 
existing trade programme, and reaffirmed by the President and 
emphasized by his associates every year, that tariffs will not be 
reduced on any item where it will cause or threaten serious 
injury to a competing domestic producer. Given this, pressures 
against liberalization of our import policy are virtually insur- 
mountable. ‘This is especially true today. A quarter century of 
the Trade Agreements programme, plus the e“fects of inflation 
on the protective impact of specific duties, means there are but 
few areas left where further tariff reductions will be painless. It 
is probably true that much of the reductions up to now, those 
cited briefly in the first section of this essay, have removed un- 
needed protection. There is very little of this excess left. It is now 
hard to find products where cuts in duties will not create serious 
problems for many domestic producers. Moreover, the economic 
resurgence in recent years of certain countries, most notably 
Germany and Japan, has steadily increased foreign competition 
in the United States for many products and already has created 
problems for some American producers. 

The emphasis i in the present programme and legislation on 

“reciprocity” also operates against any great dismantling of 
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import restrictions. The view is widely held, with some justi- 
fication, that the programme has served to increase the com- 
petition faced by American producers at home, while whatever 
concessions foreigners have given us by way of lower tariffs have 
often in the past been taken away by quantitative restrictions or 
similar devices. So long as the philosophy of reciprocity in all 
trade matters remains unquestioned, as it largely has since 1934, 
supportable doubts that it has been on a quid pro quo basis 
create considerable sentiment against the programme. 

Any catalogue of the major factors working against a 
more liberal trade policy must include the growing geographical 
decentralization of manufacturing in the United States. Rural 
America is undergoing a rapid “‘economic development.” Each 
year sees fewer large areas where the interests of most of the 
people are seen clearly as finding markets abroad for agricultural 
or raw material surpluses and being able to buy cheaper foreign 
manufactured goods. Just as the South is no longer “‘solid” in 
support of the Democratic Party, so too it is no longer solidly for 
freer trade. Many a Southern and Midwestern Senator or 
Congressman now finds it difficult to decide whether he should 
press for restraints on imports so as to protect the new textile 
mills and appliance factories, or work for reducing barriers and 
so improve the lot of cotton, tobacco, and wheat farmers. 

Finally, attention is drawn to the striking fact that, in con- 
trast to the early post-war years and to most of the inter-war 
period, the United States has been in over-all deficit with 
foreign countries each year since 1949 and that this deficit 
exceeded $3 billions in 1958. This change from “dollar shortage” 
to “dollar surplus” status, although of nearly a decade’s standing, 
has not yet been incorporated into most persons’ habits of 
thought and so far has not led many to change their opinion as 
to proper import policy. It must be anticipated, however, that 
if something like the recent gold loss and outflow of short-term 
dollar assets continues, another powerful argument will be 
given those favouring higher import curbs. 


CONCLUSION 


It has been one thesis of this essay that the behaviour of the 
United States from 1934 to about 1950 was good. But it has been 
another conclusion that for nearly a decade now the United 
States import policy has been on dead centre. The debate in 
1958 was one heard many times before. Almost everyone was 
speaking from long entrenched positions. It seems clear that 
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nothing more than this can be expected until there is a whole 
new programme. 

Tinkering with the Trade Agreements Act has become a 
hopeless exercise if the purpose is to introduce changes. Central, 
and sacred, in that approach are the principles that reciprocity 
is to be the rule; that changes shall be small, gradual and item 
by item; that the object is to expand exports; that Congress 
shall, at frequent intervals, re-examine the entire programme, 
thus giving each member an opportunity to intercede on behalf 
of constituents, and then decide under what conditions the 
programme is to be continued; and that no tariff cut can be 
made, or if made, sustained, which threatens or results in 
injury to domestic producers. Adherence to such principles pre- 
cludes any substantial changes in a liberalizing direction. 

The national case for expanding imports is a strong one, 
stronger than is usually made. It is beyond the scope of this 
paper, or the ability of this writer, to outline a programme 
which would both meet the nation’s interest and be capable 
of arousing sufficient public support to gain Congressional 
approval. The minimum components of such a programme, 
however, would seem to be the following: (a) a much greater 
emphasis than in recent years on the benefits consumers may 
expect from lower import barriers; (b) a frank recognition that 
greater imports will inconvenience many and seriously hurt 
some, and that the solution is not to prevent this happening, but 
rather, as many now argue, to help those affected to move into 
other lines of work; (c) a reappraisal of the relationship between 
trade and national security in this era of nuclear weapons and 
long-range missiles; and (d) acceptance of the proposition that 
the development of a foreign trade policy appropriate to the times 
requires that the policy and actions by the Executive should not 
be subjected as a matter of course to complete Congressional 
review more frequently than, say, once every decade. 

A quarter of a century ago, in response to what was then an 
imaginative, tradition-violating proposal, Congress passed the 
Reciprocal Trade Agreements Act and turned over to the 
Executive Branch a ¢0.0d deal of trade-liberalizing authority 
previously jealously held by Congress. The programme developed 
under that law has become encrusted with vested interests and 
it has done all it can be expected to do. The time has again come 
to break sharply with the past. 

Gardner Patterson. 


Princeton. 
February, 1959. 
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| Wage rates rose a further 4 points last year, though this rate of increase was only about 
half as much as in 1956, and overtime earnings have fallen. Since 1955, on the other 
hand, *here has been a pause in the growth of production. 
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EXCHANGE RATES 
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The U.S. dollar is now equivalent to just over 7/— at the official rate of exchange, compared 

with about 4/— in 1913, while the sterling value of the Swiss franc has more than 

doubled. The French franc, in contrast, has fallen in value to less than a fifth of a 
penny, against 94d. before the first world war. 

















59 





HIR 





E PURCHASE 








DEBT OCUTSTANODING 








650¢r 
ENO OF MONTH DISTRIBUTION DECEMBER 1958 
seoh “d 
4m rs 
$ : Cars «¢ : 
Oo. motor Furniture « 
SSOP 
. rill cycles furnishings 
or 5 
I Hordware 
industrial & radio etc 
amie Commercial 
450 equipment 

































so, EEE 


° 
Hordwore ee 
JULY 1957<1IO0 ee 
radio efc 
ee 
~ 








2 





° 
. 
: 
- 
*s 

















bom, 












HP DEBT AS % OF 


COMPARISONS WITH U.S.A... 1958 
. 


PERSONAL DISPOSABLE 








re 





INCOME 


Li 


Oo Sor prsonae 
































Boord of Trode Journol 


ee 











re 
SOURCES © Notional Income pubbcot 
Hire pure hase debt has risen appre iably since controls were removed at the end of last 
October. In relation to income, however, such debt is still only about half the American 


figure 


















































bs 
oe 
* 
én 
SOURCES: Actuories’ investment index | 
Financia! Times 
Survey of Current Business | 
Industrial share prices in London touched a new peak at the end of December, with 
little movement either way during most of the first quarter of 1959. Throughout 1958, 


there was a narrowing of the gap between the yields on industrials and on 24 per cent. 
Consols, while on Wall Street industrial vields have actually fallen below those on 


| Treasury bonds 
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Last year saw a check to the decline in cinema-going. Although the total number of 
admissions has fallen to about half the immediate post-war level, the average number of | 
visits per head is still one of the highest in the world. | 
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BRITAIN’S MOTOR INDUSTRY, when it makes a 
car, is as likely to sell it abroad as at home: 
50 per cent. of the total production is 
exported. Two out of every five commercial 
vehicles go abroad too. Altogether, the 
products of the industry earned £480 
millions from abroad last year. This in- 
cludes agricultural tractors and, of course, 
spares and accessories which alone brought 
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in more than a quarter of the total. These 
export earnings were sufficient to pay for 
all our imports of, for example, meat and 
dairy products. Besides the great car com- 
panies whose names are known to everyone, 
a whole host of British firms are engaged in 
this vast industry. Very many of them rely 
on Lloyds Bank for financial services they 
need—at home and abroad. 
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